IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

| NTERNET PI PELI NE, | NC. : ClVIL ACTION
. :
APLI FI, 1 NC., : NO. 10-6089
MEMORANDUM
Bartle, J. Sept enber 29, 2011

Plaintiff Internet Pipeline, Inc. ("iPipeline") has
sued defendant Aplifi, Inc. ("Aplifi") for infringenment of U S.
Patent No. 7,689,444 entitled "El ectronic Insurance Application
Ful fillment System and Method" (the "'444 patent”). It describes
a system and nethod for generating insurance pre-applications.
Before the court is the notion of iPipeline to dismss its
conplaint as well as the counterclains of Aplifi for |ack of
subject matter jurisdiction under Rules 12(h)(3)! and 41(a)(2)?
of the Federal Rules of Cvil Procedure. iPipeline contends its
recent covenant not to sue Aplifi for patent-infringenent divests

the court of jurisdiction under Super Sack Manufacturing Corp. v.

Chase Packaging Corp., 57 F.3d 1054, 1059 (Fed. Gr. 1995).

1. Rule 12(h)(3) of the Federal Rules of Civil Procedure
provides: "If the court determnes at any tine that it |acks
subj ect-matter jurisdiction, the court nust dism ss the action.”

2. Rule 41(a)(2) provides: "[A]n action may be dism ssed at the
plaintiff's request only by court order, on terns that the court
consi ders proper."



iPipeline filed its conplaint on Novenber 8, 2010
agai nst Aplifi, then known as Blue Frog Solutions, Inc. Aplifi
timely filed an answer, which included a nunber of affirmative
defenses and three counterclains. The affirmative defenses
i nclude patent invalidity, unclean hands, and patent nmi suse. The
first counterclai mseeks a declaratory judgnent of non-
i nfringenment and the second a declaratory judgnment of patent
invalidity. 1In the third counterclaim Aplifi pleads patent
m suse. It asserts that "iPipeline initiated this suit wthout
due and proper investigation, and knew or shoul d have known t hat
no product or activity of Blue Frog was within the scope of any
valid patent claimof the '444 patent and asserted sane agai nst
Bl ue Frog nonethel ess for inproper anti-conpetitive purpose.”
i Pi peline' s answer denying these counterclains foll owed.

On August 11, 2011, iPipeline sent Aplifi an emai
contai ning a covenant not to sue. The covenant states in full:

Pursuant to Super Sack Mg. Corp. v. Chase
Packagi ng Corp., 57 F.3d 1054, 1058 (Fed.
Cr. 1995), Plaintiff Internet Pipeline, Inc.
("iPipeline"), on behalf of itself and any
successors-in-interest to United States
Patent No. U.S. Patent No. [sic] 7,689,444
(the "' 444 patent"), makes the follow ng
covenant not to sue for the purpose of
resolving all issues in this litigation

Def endant' s counsel has represented to

i Pipeline' s counsel that the only pre-
applications, drop tickets, or other carrier
forms used in connection with Defendant's
accused Affirmfor Life systemare "carrier-
specific.” Based on this representation,

i Pi peline hereby unconditionally and
irrevocably covenants not to assert patent

i nfringenment (including direct infringenent,
contributory infringenment, and inducing
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i nfringenment) agai nst Defendant Aplifi, Inc.
(f/k/a Blue Frog Solutions, Inc.) and its
direct or indirect subsidiaries under claiml
of the '444 patent based upon their naking,
usi ng, manufacturing, devel opnent, design,

mar keting, |icensing, distributing,

inmporting, offering for sale, or selling of
any of their product(s) as they exist today
or have existed in the past.

i Pipeline made this covenant after Aplifi denonstrated
for iPipeline howits Affirmfor Life systemworks and after
Aplifi's counsel represented that the systemuses only "carrier-
specific" pre-application fornms, which differ fromthe
"insurance-conpany i ndependent” fornms clainmed by the '444 patent.

I n Super Sack, the plaintiff had sued the defendant for

patent infringenment, and the defendant filed a counterclaim
seeking a declaratory judgnment of noninfringenent and patent

invalidity. Super Sack, 57 F.3d at 1055. Wiile the suit was

pending, the plaintiff filed a notion to dismss, in which it
stated that it "will unconditionally agree not to sue [the
defendant] for infringenent as to any claimof the patents-in-
suit based upon the products currently manufactured and sol d by
[the defendant]."” 1d. The plaintiff argued that by prom sing
not to sue the defendant for patent infringenment, the court was
di vested of subject matter jurisdiction not only over the
infringenment claimin the conplaint but also over the declaratory
judgment counterclains. 1d. The district court subsequently
granted the plaintiff's notion to dismss for |ack of any actual
controversy as required by Article 11l of the Constitution. [d.

at 1057.



The Federal Circuit affirmed that subject matter
jurisdiction did not exist over the plaintiff's clains and the
defendant's declaratory judgnment counterclains if the plaintiff
prom ses not to pursue its clains for patent infringenent. [d.

at 1059-60. The Super Sack court explained that Article 1l of

the Constitution requires the existence of an "actual

controversy" between parties in order for a court to have subject
matter jurisdiction. Further, it noted that under the

Decl aratory Judgnment Act, a court may only declare the rights and
other legal relations of any interested party "[i]n a case of
actual controversy within its jurisdiction.” 28 U S.C

§ 2201(a); Medlmune, Inc. v. Genetech, Inc., 549 U. S. 118, 127

(2007) .

In the patent context, "if ... a party has actually
been charged with infringenment of the patent, there is,
necessarily, a case or controversy adequate to support

jurisdiction at that tinme." Cardinal Chem Co. v. Mrton Int'l,

Inc., 508 U.S. 83, 96 (1993). In Super Sack, however, the

Federal Circuit held that a covenant not to sue for infringenment
elimnates a court's subject matter jurisdiction over any
affected claim including any rel ated decl aratory judgnment

counterclains. Super Sack, 57 F.3d at 1059. Once there is no

threat of an infringenent action, the allegedly infringing party
no |l onger has any viable interest in defeating or restricting the

patent. Benitec Australia, Ltd. v. Nucleonics, Inc., 495 F. 3d

1340, 1344 (Fed. Cr. 2007).



Aplifi argues that iPipeline' s covenant not to sue on
the '444 patent does not divest the court of jurisdiction under
Super Sack.® First, it contends that iPipeline's covenant does

not conply with Super Sack because it is contingent on the

representation of iPipeline' s counsel. W are not persuaded that
a covenant based on the representation of Aplifi's counsel
creates any |ikelihood that iPipeline will sue Aplifi on the '444
patent in the future. A district court in our circuit reached
the sane result and dism ssed a case for |ack of subject matter

jurisdiction under Super Sack based on a covenant not to sue that

included the follow ng representation: "WHEREAS, MBI has
represented to Ovonic that nodel MH -BX is the only EV battery
that it intends to inport into and sell or offer for sale in the

US ..." Mitsushita Battery Indus. Co. v. Energy Conversion

Devi ces, No. 96-101, 1997 U. S. Dist LEXIS 21016, at *8, *21 (D
Del. Dec 23, 1997). During oral argunment, in order to allay
Aplifi's concerns, iPipeline' s counsel stipulated that iPipeline
woul d anend the covenant to state that it was based on the
representation of Aplifi itself, instead of its counsel. W wll
deem t he covenant to have been anended accordingly. Predicating
t he covenant on the representations of Aplifi or its counsel does

not nake the covenant defective under Super Sack.

3. Inits brief on the issue, one of Aplifi's argunments was that
the covenant not to sue is not comensurate with the scope of the
all egations in the conpl aint because the covenant not to sue is
l[imted to Aplifi's Affirmfor Life systemeven though the
conplaint is broader. Aplifi conceded at oral argument, however,
that the covenant is commensurate with the conpl aint.
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Aplifi also contends in opposition to iPipeline' s
notion to dismss that preservation of evidence is needed to
avoid legal prejudice. Aplifi is concerned that it will be
involved in future litigation with i Pipeline regarding a pendi ng
pat ent application of iPipeline. According to Aplifi, the action
shoul d continue so that it nay obtain prior art discovery
regardi ng this pendi ng patent because the evidence goes back ten
or nore years and will be increasingly difficult to obtain if
litigation between the parties occurs down the road. Aplifi's
desire to preserve evidence for possible future suits, however,
does not provide the court with subject matter jurisdiction. It
is well settled that "an actual controversy cannot be based on a
fear of litigation over future products.” See Amana

Refrigeration, Inc. v. Quadlux, Inc., 172 F.3d 852, 855-56 (Fed.

Cir. 1999) (citing Super Sack, 57 F.3d at 1060).

Aplifi further argues that even if jurisdictionis
| acki ng over its declaratory judgnent counterclains, its
counterclaimfor patent m suse, which it does not specifically
identify as a declaratory judgnment action, should still stand.
The Federal Circuit has characterized patent msuse as "the
patentee's act of 'inperm ssibly broaden[ing] the physical or
tenporal scope of the patent grant with anticonpetitive effect.'"”

Princo Corp. v. Int'l Trade Commn, 616 F.3d 1318, 1327 (Fed.

Cir. 2010) (en banc) (citing Wndsurfing Int'l, Inc. v. AM,

Inc., 782 F.2d 995, 1001 (Fed. Gir. 1986). The court further

expl ai ned, "Wen the patentee has used restrictive conditions on
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I icenses or sales to broaden the scope of the patent grant, we
have held that an accused infringer may invoke the doctrine of
patent m suse to defeat the patentee's claim" Princo, 616 F. 3d
at 1327 (citations omtted).

i Pipeline maintains that patent m suse can only be used
as an affirmative defense and not a counterclaim The Federal
Circuit, however, has determ ned that there can be a counterclaim

for patent msuse in the appropriate case. ditsch, Inc. v. Koch

Eng'g Co., 216 F.3d 1382, 1386 (Fed. Cir. 2000). That said, a
counterclaimof patent m suse may only seek declaratory relief,
not nonetary damages, because patent m suse only renders the

pat ent unenforceable. Braun Med., Inc. v. Abbott Labs., 124 F.3d

1419, 1427 (Fed. Cir. 1997). Since Aplifi may not recover patent
m suse danages, and at nost all it could ever obtain in such a
counterclaimis declaratory relief, Aplifi's patent m suse
counterclaimfalls as a result of iPipeline' s covenant not to
sue.

An actual controversy does not currently exist between
i Pipeline and Aplifi over the '444 patent because i Pipeline
covenants not to proceed with its infringenent claimand the
possibility of future litigation over a separate pendi ng patent
application is not only hypothetical and specul ative but
irrelevant. Accordingly, this court |acks subject matter
jurisdiction over the plaintiff's conplaint, the defenses
thereto, and the defendant's declaratory judgnment counterclains,

i ncludi ng the counterclaimfor patent m suse.
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As part of the relief inits counterclains, Aplifi
seeks an award of reasonable attorneys' fees under the Patent Act
fee shifting provision, which provides that "[t]he court in
exceptional cases may award reasonable attorney fees to the
prevailing party.” 35 U S.C. 8 285. Aplifi argues that even if
the court otherw se dism sses iPipeline's clains and Aplifi's
counterclains, the court retains subject matter jurisdiction over
whether Aplifi is entitled to attorneys' fees against iPipeline
for suing it.

In Cooter & Gell v. Hartmarx Corp., the Suprene Court

reiterated the "well established" law "that a federal court may
consider collateral issues after an action is no |onger pending."
496 U.S. 384, 395 (1990). District courts may thus award
attorneys' fees after an action is dism ssed for want of
jurisdiction when the notions for attorneys' fees are

"i ndependent proceedi ngs supplenental to the original proceeding
and not a request for a nodification of the original decree.”

Id. (citing Sprague v. Ticonic Nat'l Bank, 307 U S. 161, 170

(1939)). This rule has been followed by the Federal Circuit

after cases have been di sm ssed under Super Sack. See H ghway

Equip. Co. v. FECO Ltd., 469 F.3d 1027, 1032 & n.1 (Fed. Grr

2006); Monsanto Co. v. Bayer Bioscience N. V., 514 F. 3d 1229,

1242 (Fed. Cir. 2008). The Federal GCircuit has explained that a
district court retains jurisdiction over a request for attorney
fees under 35 U.S.C. 8§ 285 even when all clains and counterclains

are di sm ssed under Super Sack because "a claimfor attorney fees
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under 8 285 is independently within the district court's federal

question jurisdiction.” Hi ghway Equip. Co., 469 F.3d at 1032

(citing HHR Tech., Inc. v. Astechnologies, Inc., 275 F.3d 1378,

1386 (Fed. Cir. 2002)).
Al t hough we are dism ssing i Pipeline's clains and

Aplifi's counterclains in their entirety under Super Sack, this

does not prevent Aplifi fromfiling any notion for attorneys'
fees under 8§ 285. We, of course, do not opine here on the nerits
of any such notion.

Finally, Aplifi requests that if the court dism sses
the counterclains, it should do so without prejudice because a
di smissal for |ack of subject matter jurisdiction is not an
adj udication on the merits. In its reply nmenorandum i Pipeline
states that it does not object to dismssing the counterclains
wi t hout prejudice. Accordingly, we will dismss the

counterclains without prejudice.



IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVANI A

| NTERNET PI PELI NE, | NC. ) Cl VIL ACTI ON
. )
APLI FI, 1 NC. : NO. 10-6089
ORDER

AND NOW this 29th day of Septenber, 2011, for the
reasons set forth in the acconpanying Menorandum it is hereby
ORDERED t hat the notion of plaintiff and cross-clai m defendant
Internet Pipeline, Inc. to dismss all clains and counterclains
for lack of subject matter jurisdiction under Rules 12(h)(3) and
41(a)(2) of the Federal Rules of Civil Procedure is GRANTED. The
clainms of Internet Pipeline, Inc. are dism ssed with prejudice,
and the counterclains of Aplifi, Inc. are dism ssed w thout
prej udi ce.

BY THE COURT:

/sl Harvey Bartle 11




